Against hollow firms : repurposing the corporation for a more resilient economy by Baker, A. et al.
This is a repository copy of Against hollow firms : repurposing the corporation for a more 
resilient economy.
White Rose Research Online URL for this paper:
http://eprints.whiterose.ac.uk/163163/
Version: Published Version
Monograph:
Baker, A., Haslam, C., Leaver, A. orcid.org/0000-0001-6199-6057 et al. (4 more authors) 
(2020) Against hollow firms : repurposing the corporation for a more resilient economy. 
Report. Centre for Research on Accounting and Finance in Context (CRAFiC), University 
of Sheffield 
© 2020 The Author(s). For re-use permissions, please contact the Author(s).
eprints@whiterose.ac.uk
https://eprints.whiterose.ac.uk/
Reuse 
Items deposited in White Rose Research Online are protected by copyright, with all rights reserved unless 
indicated otherwise. They may be downloaded and/or printed for private study, or other acts as permitted by 
national copyright laws. The publisher or other rights holders may allow further reproduction and re-use of 
the full text version. This is indicated by the licence information on the White Rose Research Online record 
for the item. 
Takedown 
If you consider content in White Rose Research Online to be in breach of UK law, please notify us by 
emailing eprints@whiterose.ac.uk including the URL of the record and the reason for the withdrawal request. 
$JDLQVW+ROORZ)LUPV

5HSXUSRVLQJ7KH&RUSRUDWLRQ)RU$0RUH5HVLOLHQW(FRQRP\





$SRVW&RYLGUHSRUWE\

7KH&HQWUHIRU5HVHDUFKRQ
$FFRXQWLQJDQG)LQDQFHLQ&RQWH[W
&5$)L&

$XWKRUV
$QGUHZ%DNHU8QLYHUVLW\RI6KHIILHOG
&ROLQ+DVODP4XHHQ0DU\8QLYHUVLW\RI/RQGRQ
$GDP/HDYHU8QLYHUVLW\RI6KHIILHOG
5LFKDUG0XUSK\&RUSRUDWH$FFRXQWDELOLW\1HWZRUN8QLYHUVLW\RI6KHIILHOG
/HRQDUG6HDEURRNH&RSHQKDJHQ%XVLQHVV6FKRRO
6DLOD6WDXVKROP&RSHQKDJHQ%XVLQHVV6FKRRO
'XQFDQ:LJDQ&RSHQKDJHQ%XVLQHVV6FKRRO

&RQWDFW$XWKRU
3URIHVVRU$GDP/HDYHU'LUHFWRURI&5$)L&
(PDLO DOHDYHU#VKHIILHOGDFXN





 

([HFXWLYH6XPPDU\

7KH&RYLGSDQGHPLFLVUHYHDOLQJODWHQWZHDNQHVVHVDWODUJHZHOOHVWDEOLVKHGFRPSDQLHVZKR
PD\QRZUHTXLUHVWDWHVXSSRUW7KLVUHSRUWDUJXHVWKDWWKRVHZHDNQHVVHVSUHGDWHWKHFXUUHQW
SDQGHPLFDQGDUHDFRQVHTXHQFHRIH[FHVVHVLQWKHQRQILQDQFLDOFRUSRUDWHVHFWRUGXULQJWKH
SRVWHFRQRP\7KRVHH[FHVVHVLQFOXGHLKLVWRULFDOO\KLJKOHYHOVRIGLYLGHQGVDQGEX\EDFNV
ZKLFKLQPDQ\FDVHVH[FHHGHGHDUQLQJVDQGKROORZHGRXWUHVHUYHVLLWKHJURZWKRIORZSULPHGHEW
ZKLFKULVNVEHLQJGRZQJUDGHGWRMXQNLQWKHFXUUHQWFULVLVDQGLLLDEXLOGXSRI©IDLUYDOXHGªDVVHWV
RIWHQLQWDQJLEOHDVVHWVVXFKDVJRRGZLOOZKLFKDUHYXOQHUDEOHWRZULWHGRZQVWKDWFRXOGSXVKILUPV
LQWRQHJDWLYHVKDUHKROGHUHTXLW\

/NÞEXCESSIVEÞDIVIDENDSÞANDÞBUYBACKS
Ɣ 7KH6	3GLVWULEXWHGDQDYHUDJHRIRIWKHLUQHWLQFRPHDVGLYLGHQGVDQG
EX\EDFNVEHWZHHQDQG6HSWZHOODERYHWKHKLVWRULFDOQRUPJRLQJEDFNWRWKH
V(XURVWR[[ILUPVGLVWULEXWHGEHWZHHQ
Ɣ :LWKLQWKDWDJJUHJDWHDQXPEHURIH[WUDRUGLQDULO\KLJKGLVWULEXWLQJILUPVSDLGRXWPRUH
WKDQWKHLUSURILWVDIWHULQWHUHVWDQGWD[RI6	3ILUPVGLVWULEXWHGPRUHYLD
GLYLGHQGVDQGVKDUHEX\EDFNVWKDQWKH\JHQHUDWHGLQJURXSQHWLQFRPHLQWKHODVW
DYDLODEOHDFFRXQWLQJ\HDUWKHILJXUHVIRUWKH )76(DQG6	3(XURSHZHUH
DQGUHVSHFWLYHO\ 
Ɣ $VRI-DQXDU\86FRPSDQLHVGLVWULEXWHGRIWKHLUIUHHFDVKIORZFRPSDUHG
ZLWKIRU(XURSHDQFRPSDQLHV

/NÞRISKYÞDEBT
Ɣ 7KHYDOXHRI86LQYHVWPHQWJUDGH QRQILQDQFLDOFRUSRUDWHERQGVJUHZIURP
DSSUR[LPDWHO\WULOOLRQLQWRWULOOLRQDW\HDUHQG
Ɣ 7KHTXDOLW\RIWKDWGHEWZDVORZ%%%UDWHGERQGVJUHZIURPDSSUR[LPDWHO\WULOOLRQ
LQWRWULOOLRQE\\HDUHQG7KHDPRXQWRIQRQILQDQFLDO
KLJK\LHOGQRQLQYHVWPHQWJUDGHERQGVRXWVWDQGLQJJUHZIURPDSSUR[LPDWHO\WULOOLRQ
LQWRWULOOLRQE\\HDUHQG

/NÞINTANGIBILITY
Ɣ RI6	3ILUPVDQGRI(XURVWR[[ILUPVKDYHJRRGZLOOLQH[FHVVRI
WKHLUUHWDLQHGHDUQLQJVZKLFKLPSOLHV DIXOOLPSDLUPHQWZRXOGHDWLQWRWKHLUOHJDO
FDSLWDO
Ɣ $URXQGRI6	3DQGRI(XURVWR[[FRPSDQLHVKDYHERWKQHWLQFRPH
GLVWULEXWLRQDERYHDQGJRRGZLOOWRUHWDLQHGHDUQLQJVRYHU

7KHUHSRUWDUJXHVWKDW

Ɣ 7KHVHRXWFRPHVUHIOHFWPDQDJHPHQW
VGHVLUHWRPD[LPLVHVKRUWWHUPVKDUHKROGHUSD\RXWVE\
LQFUHDVLQJDILUPªV©GLVWULEXWDEOHUHVHUYHVªWKHOHJDOOLPLWRQZKDWDILUPFDQSD\RXWWR
VKDUHKROGHUV
Ɣ 7KHGULYHWRLQFUHDVHGLVWULEXWDEOHUHVHUYHVHQFRXUDJHGFRPSDQLHVWRSOD\ZLWKWKH
WHPSRUDOLWLHVRIILQDQFLDOUHSRUWLQJWREULQJIRUZDUGLQFRPHDQGSXVKEDFNFRVWVDQG
FRQWLQJHQFLHVWRPD[LPLVHGLVWULEXWDEOHUHVHUYHVZLWKLQWKHUHSRUWLQJ\HDU
Ɣ ,QVRGRLQJILUPVDVVXPHGSRUWDOOLNHTXDOLWLHVPRYLQJLQFRPHDQGFRVWVWKURXJKWLPHDQG
VSDFH7KLVVWRUHGXSIXWXUHULVNVZKLFKDUHQRZHPHUJLQJ
Ɣ &RPSDQLHVIDFHWKHSURVSHFWRIUHDOLVLQJIDLUYDOXHLPSDLUPHQWVRQWRSRIWKHLUORVVHVRQ
RSHUDWLRQVZKLOVWDOVRWU\LQJWRILQGOLTXLGLW\IURPWKHFDSLWDOPDUNHWVMXVWDVFRPSDQ\
FUHGLWUDWLQJVIDOODQGHTXLW\PDUNHWVGU\XS

Ɣ 7KLVZLOOPDNHUHFHVVLRQVGHHSHUWKHFRVWVWRJRYHUQPHQWVODUJHUDQGH[WHQGWKHQHHGIRU
FHQWUDOEDQNLQWHUYHQWLRQLQWRQRQILQDQFLDOFRUSRUDWHPDUNHWVMXVWDVWKH\GLGILQDQFLDO
PDUNHWVLQ
Ɣ 7KHVHSURFHVVHVZHUHHQFRXUDJHGE\VNHZHGERDUGURRPLQFHQWLYHVDQGHQDEOHGE\WKH
YDJDULHVRIWKHIDLUYDOXHDFFRXQWLQJUHJLPHDQGSRVWSROLF\LQWHUYHQWLRQV
Ɣ 7KHLUHIIHFWVZHUHWRDFFHOHUDWHWKHXQHYHQVRFLHWDOGLVWULEXWLRQRILQFRPHDQGULVN7KH\
SURGXFHGZLQQHUVLQWKHERDUGURRPEXWOHIWPDQ\ZRUNHUVZLWKDQLQVHFXUHVXEVLVWHQFH
VWDNHLQRUJDQLVDWLRQVZKRVHVXUYLYDOLVQRZPRRW
Ɣ 7KLVUDLVHVIXQGDPHQWDOTXHVWLRQVDERXWVRFLDOMXVWLFHLQDPLQLPDOO\MXVWVRFLHW\WKHUHPXVW
EHVRPHOHYHORISURWHFWLRQIRULWVFLWL]HQU\ZKRWKURXJKQRIDXOWRIWKHLURZQEHDUPXFKRI
WKHULVNRIILUPIUDJLOLW\DQGDGHFOLQLQJUHWXUQRQILUPSURFHHGV
Ɣ 7KDWSURWHFWLRQVKRXOGEHJLQZLWKDUHSXUSRVLQJRIWKHFRUSRUDWLRQWRSURPRWHWKH©MXVW
HFRQRP\ªLPSURYLQJHFRQRPLFUHVLOLHQFHDQGVRFLDOZHOOEHLQJ&LWL]HQVFDQUHDVRQDEO\
H[SHFWUHJXODWRU\DXWKRULWLHVWRRIIHUSURWHFWLRQVIURPYXOQHUDELOLWLHVE\VDIHJXDUGLQJ
FRPSDQLHVRQSUHFDXWLRQDU\JURXQGVVHWWLQJOLPLWVWRDQGUHJXODWLQJWKHNLQGRIH[FHVVLYH
GLVWULEXWLRQVILUPVSDLGIURPHDUQLQJVRIXQFHUWDLQSURYHQDQFHVHHQLQWKHSRVWSHULRG

7RGRWKDWZHUHFRPPHQGDVHULHVRI©PDLQWHQDQFHVªIRUUHVWRULQJV\VWHPUHVLOLHQFH

 &DSLWDO0DLQWHQDQFH2EPURPOSINGÞTHEÞCORPORATIONWKURXJKDVWURQJHUUHFRJQLWLRQLQ
FRPSDQ\ODZDQGDFFRXQWLQJUXOHVWKDWPDQDJHPHQWªVFRUHREOLJDWLRQLVWRSURWHFWWKH
FDSLWDOEDVHRIWKHFRPSDQ\VRWKDWLWPD\ZLWKVWDQGVKRFNVDQGVHUYHWKHQHHGVRIPXOWLSOH
VWDNHKROGHUV&DSLWDOPDLQWHQDQFHVKRXOGEHUHFRJQLVHGDVWKHVXSHURUGLQDWHOHJDOGXW\RI
GLUHFWRUVDFFRXQWLQJUXOHVDQGSUDFWLFHVVKRXOGEHVXERUGLQDWHWRWKDWUXOH:HDGYRFDWHD
UDQJHRIDFFRXQWLQJUHIRUPVWRSURWHFWFDSLWDO

 0HDVXUHPHQW0DLQWHQDQFH2EPURPOSINGÞACCOUNTINGÞRULESWRLQFUHDVHWKHSURYHQDQFHRIDVVHW
YDOXDWLRQVVRWKDWWKH\DUHEDVHGRQDFWXDOWUDQVDFWLRQVUDWKHUWKDQVXEMHFWLYHHVWLPDWLRQVRI
IXWXUHFDVKIORZVZKLFKIXHOERWKH[FHVVGLVWULEXWLRQVDQGSURF\FOLFDOLW\

 'LYHUVLW\0DLQWHQDQFH%NSURINGÞAÞBALANCEDÞMIXEDÞECOLOGYÞOFÞFIRMSÞFRQVLVWLQJRIPRUH
GLYHUVHRZQHUVKLSDQGILQDQFLDOVWUDWHJLHVDYRLGLQJFRUUHODWHGH[SRVXUHVLQIRXQGDWLRQDO
DFWLYLWLHVZKLFKDUHHVVHQWLDOLQVWDEOHVRFLHWLHV


 

,QWURGXFWLRQ3URF\FOLFDOLW\DQGWKH&ULVLVRI/DUJH&DSV

$VZHZULWHJRYHUQPHQWVDFURVVWKHZRUOGDUHLQYROYHGLQLQWHUYHQWLRQVWKHVFDOHRIZKLFKDUH
XQSUHFHGHQWHGLQSHDFHWLPHWRVWDELOLVHDQHFRQRP\WXUQHGXSVLGHGRZQE\WKH&29,'
RXWEUHDN7KHLPPHGLDWHHIIHFWVRIWKH&29,'ORFNGRZQKDYHEHHQIHOWE\VPDOOILUPVYXOQHUDEOH
WRTXLFNFROODSVHEHFDXVHRIWKHLUKDQGWRPRXWKUHOLDQFHRQFDVKIORZ*RYHUQPHQWUHOLHIHIIRUWV
KDYHSURYLGHGGLUHFWSD\PHQWVRUORDQJXDUDQWHHVWRNHHSWKHVHVPDOOEXVLQHVVHVJRLQJDQGKDYH
XVHG©IXUORXJKLQJªWRSUHYHQWUXQDZD\XQHPSOR\PHQW

7KRVHUDGLFDOLQWHUYHQWLRQVKDYHWRDQH[WHQWGLYHUWHGDWWHQWLRQIURPWKHHPHUJLQJSUREOHPRI
IUDJLOLW\LQWKHODUJHFDSVHFWRU:LWKLQZHHNVRIWKHORFNGRZQPDQ\ODUJHKRXVHKROGQDPHV
LQLWLDWHGDGPLQLVWUDWLRQSURFHHGLQJV 0DQ\RWKHUVDUHQRZRQWKHEULQNRIFROODSVHDQGUHTXLUHWKH
OLIHVXSSRUWRIJRYHUQPHQWEDLORXWV$UDIWRIRWKHULQWHUYHQWLRQVKDYHEHHQLQWURGXFHGWRVWDELOLVH
ODUJHILUPVDQGPLWLJDWHWKHHIIHFWVRI&29,'RQWKHLUVROYHQF\ 7KHWRWDOILVFDOVXSSRUWIRUWKH
FULVLVQRZVWDQGVDWDQHVWLPDWHGWULOOLRQDWRWDOWKDWDOUHDG\GZDUIVWKHWRWDOFRPPLWWHGGXULQJ
WKHFULVLV 

$WILUVWJODQFHWKH&29,'SDQGHPLFFRXOGEHXQGHUVWRRGDVDFODVVLFDO©H[RJHQRXVVKRFNªDQ
HYHQWIURPRXWVLGHWKHHFRQRPLFV\VWHPWKDWFDXVHVHFRQRPLFGLVUXSWLRQDQGEUHDNGRZQ7KLV
UHSRUWVKRZVWKDWXQGHUVWDQGLQJLVSDUWLDO:HDUJXHWKDWWKHFULVLVVKRXOGEHXQGHUVWRRGDVDQ
LQWHUDFWLRQEHWZHHQWKLVHYHQWDQGSUHH[LVWLQJILQDQFLDODQGFRUSRUDWHIUDJLOLWLHVWKDWKDYHEXLOWXS
ZLWKLQWKHHFRQRPLFV\VWHPLQWKHSRVWSHULRG,QHFRQRPLFSDUODQFHWKHVHIUDJLOLWLHVDUH
©HQGRJHQRXVªWKH\LQYROYHWKHDFFXPXODWHGFROOHFWLYHSULRULWLHVGHFLVLRQVEHKDYLRXUVULVN
SHUFHSWLRQVDQGUHSRUWLQJSUDFWLFHVRIPDUNHWSDUWLFLSDQWVZKLFKLQGLYLGXDOO\DQGDWWKHDJJUHJDWH
SURGXFHEDODQFHVKHHWIUDLOWLHVWKDWFDXVHHFRQRPLFLQVWDELOLW\ 7KHVHDFFXPXODWLRQVAMPLIFY WKH
LPSDFWRI©VKRFNVªDQGHYHQWVZKHQWKH\RFFXUPDNLQJWKHLUHIIHFWVOHVVFRQWDLQDEOH7KH\DUHLQ
RWKHUZRUGVPROCYCLICAL 

7KLVSURF\FOLFDOLW\UHIOHFWVWKHPLJUDWLRQRIFDSLWDOPDUNHWOLNHORJLFVLQWRWKHQRQILQDQFLDOVHFWRU
DQGWKHUHSRUWLQJOLEHUWLHVDIIRUGHGWRPDQDJHPHQWXQGHUDIDLUYDOXHDFFRXQWLQJUHJLPH,WVHIIHFWV
DUHPRUHDFXWHXQGHUDVKDUHKROGHUYDOXHOHGV\VWHPRIFRUSRUDWHJRYHUQDQFHZKLFKKDYH
LQFHQWLYLVHGPDQDJHUVWRUXQWKHLUEDODQFHVKHHWV©KRWªWRWULJJHUERQXVFODXVHVDQGLQFUHDVHWKH
YDOXHRIWKHLUVKDUHRSWLRQV7KLVKDVEHHQDLGHGDQGDEHWWHGE\WKHFRQVXOWLQJDUPVRIWKH%LJ)RXU
DFFRXQWLQJILUPVZKRDGYLVHPDQDJHUVRQKRZEHVWWRWRPD[LPLVHVKDUHKROGHUGLVWULEXWLRQVXVLQJD
YDULHW\RIFUHDWLYHDFFRXQWLQJWHFKQLTXHVDQGWKHDOFKHP\RI0HUJHUV	$FTXLVLWLRQV0	$)LUPV
,QWKH8.WKH\LQFOXGH/DXUD$VKOH\'HEHQKDPV&DUOXFFLRV)O\EHDQGDKRVWRIRWKHUV
7KLVLQFOXGHVWKH8.JRYHUQPHQWªVWHPSRUDULO\VXVSHQGLQJZURQJIXOWUDGLQJSURYLVLRQV
 KWWSVZZZJRYXNJRYHUQPHQWQHZVUHJXODWLRQVWHPSRUDULO\VXVSHQGHGWRIDVWWUDFNVXSSOLHVRISSHWRQKVVWDIIDQ
GSURWHFWFRPSDQLHVKLWE\FRYLGDQGWKH)&$)5&DQG35$DQQRXQFHPHQWWKDWWKHILOLQJRIFRPSDQ\DFFRXQWVFDQ
EHGHOD\HG
%DWWHUVE\%:5/DPDQG(7XUH©7UDFNLQJWKH7ULOOLRQ*OREDO)LVFDO6XSSRUWWR)LJKW&29,'ª,0)
%ORJ5HWULHYHG0D\
KWWSVEORJVLPIRUJWUDFNLQJWKHWULOOLRQJOREDOILVFDOVXSSRUWWRILJKWFRYLG
7KH%DQNIRU,QWHUQDWLRQDO6HWWOHPHQWV%,6UHIHUVWRWKRVHEDVLFLQVLJKWVDVWKH©HQGRJHQHLW\VFKRRORIULVNª%RULR
S2XUDSSURDFKLQWKLVUHSRUWGUDZVRQZKDWPLJKWEHEURDGO\FDOOHGDQHQGRJHQRXVXQGHUVWDQGLQJRIILQDQFLDO
ULVNVDQGLQVWDELOLWLHV %RULR&7RZDUGVDPDFURSUXGHQWLDOIUDPHZRUNIRUILQDQFLDOVXSHUYLVLRQDQGUHJXODWLRQ"
#%3IFOÞ%CONOMICÞ3TUDIES'DQÄHOVVRQ-6KLQ+6	=LJUDQG-37KHLPSDFWRIULVNUHJXODWLRQ
RQSULFHG\QDPLFVÞ*OURNALÞOFÞ"ANKINGÞÞ&INANCE%UXQQHPHLHU0&URFNHWW$*RRGKDUW&3HUVDXG$
6KLQ+7KH)XQGDPHQWDO3ULQFLSOHVRI)LQDQFLDO5HJXODWLRQ 'ENEVAÞ2EPORTÞONÞTHEÞ7ORLDÞ%CONOMYÞ*HQHYD
,QWHUQDWLRQDO&HQWUHIRU0RQHWDU\DQG%DQNLQJ6WXGLHV/RQGRQ&HQWUHIRU(FRQRPLF3ROLF\5HVHDUFK0LQVN\+3
§)LQDQFLDOIDFWRUVLQWKHHFRQRPLFVRIFDSLWDOLVP¨-RXUQDORI)LQDQFLDO6HUYLFHV5HVHDUFKSS)HUUL3	
0LQVN\+30DUNHWSURFHVVHVDQGWKZDUWLQJV\VWHPV3TRUCTURALÞ#HANGEÞANDÞ%CONOMICÞ$YNAMICS 




DUHFRQVHTXHQWO\OHIWZLWKWRRPXFKGHEWILQDQFLQJWRRPDQ\DVVHWVPHDVXUHGRQDIDLUYDOXHEDVLV
ZKLFKDUHQRZSURQHWRLPSDLUPHQW,PSDLUPHQWVWRWKHVHRIWHQVSHFXODWLYHO\YDOXHGDVVHWVWKUHDWHQ
WREORZKROHVLQILUPEDODQFHVKHHWVLIWKH\DUHWKLQO\FDSLWDOLVHGMXVWDVWKH\EHJLQWRUHDOLVHORVVHV
RQWKHLURSHUDWLRQV7KLVGRXEOHKLWFUHDWHVDSURF\FOLFDOG\QDPLF

/DUJHFDSILUPVPD\SURWHVWWKDWXQOLNHWKHEDQNVLQWKH\GLGQRWFDXVHWKLVFULVLVDQGVR
EDLORXWVDUHMXVWLILHG%XWWKDWFRPSODLQWLVRQO\SDUWLDOO\WUXH7KHVHULRXVQHVVRIWKHFRURQDYLUXV
HIIHFWVKRXOGQRWEHGRZQSOD\HGEXWWKHEDLORXWVDUHQHHGHGSDUWO\EHFDXVHILUPVZHUHUXQLQZD\V
WKDWH[SRVHGWKHPWRSURF\FOLFDOULVNVLQGRZQWXUQV$VZHPRYHIURPWKHIHDUSKDVHWRWKHDQJHU
SKDVHRIWKLVFULVLVTXHVWLRQVZLOOLQHYLWDEO\EHDVNHGDERXWZK\VRPDQ\ODUJHILUPVZHUHVR
YXOQHUDEOHWRWKHHFRQRPLFHIIHFWVRIWKHYLUXVZK\WKHLUGLVWULEXWLRQVRIHDUQLQJVWRWKHLUPHPEHUV
ZHUHVRKLJKEHIRUHLWKDSSHQHGDQGWKHLUUHVLOLHQFHWRVKRFNVVRORZZK\WKH\ZHUHVRGHSHQGHQW
RQGHEWDQGZK\WKHVWHZDUGVRIWKRVHHQWLWLHVZHUHSDLGVRPXFKZKLOVWOHDYLQJWKHPVRYXOQHUDEOH
WRVXFKDVKRFN"

%DVHGRQWKLVGLDJQRVLVZHDUJXHWKDWZHFDQQRWDIIRUGWRPDNHWKHPLVWDNHVZHPDGHLQZKHQ
RXUJRYHUQLQJFODVVHVEHOLHYHGWKHDQVZHUWRRXUSUREOHPVZDVWRWU\WRUHWXUQWR7KHFULVLV
LQRXUQRQILQDQFLDOVHFWRUVKRZVKRZHDVLO\WKHLGLRV\QFUDWLFFDXVHVRIWKHODVWFULVLVEHFRPHWKH
JHQHUDOLVHGEOXHSULQWIRUWKHQH[WLIFHUWDLQV\VWHPVRIWKRXJKWDQGEHKDYLRXUDUHQªWUHIRUPHGRU
EURNHQXS:HDUJXHWKHQHHGIRUDQHZVRFLDODQGHFRQRPLFFRQWUDFWEXWLWKDVWREHRQHWKDW
SODFHVWKHFRUSRUDWLRQDWWKHKHDUWRIWKHUHIRUPSURJUDPPH,WPXVWDWWHPSWWRLQFUHDVHFRPSDQLHVª
FRXQWHUF\FOLFDOEXIIHUVWRDEVRUEVKRFNVHQDEOLQJWKHPWRZRUNPRUHHIIHFWLYHO\IRUDZLGHUPRUH
LQFOXVLYHUDQJHRIVWDNHKROGHUV$SSURDFKLQJFRUSRUDWLRQVDVDVHULHVRILQWHUGHSHQGHQFLHVZH
UHFRPPHQGDVHULHVRI©PDLQWHQDQFHVªWREXLOGUHVLOLHQFHDFURVVWKHFRUSRUDWHHFRQRP\5HWKLQNLQJ
UHGHVLJQLQJDQGUHSXUSRVLQJWKHILUPLVFHQWUDOWRWKLVHIIRUW

:HZLOOQRZH[SORUHWKHFKDUDFWHURIWKHPDODLVHLQGHWDLOEHIRUHH[SORULQJLWVFDXVHVDQGZKDWZH
FDQGRWRDYRLGVLPLODUGLVDVWHUVLQWKHIXWXUH

6HFWLRQ3URF\FOLFDOLW\6\VWHPLF5LVN	7KH/DUJH&DS3UREOHP

0ROCYCLICALITYÞANDÞ3YSTEMICÞ2ISK

0DQ\ODUJHILUPVFRQIURQWDGHPDQGDQGVXSSO\VLGHVKRFNVLPXOWDQHRXVO\HQGFRQVXPHUVKDYH
UHLQHGLQWKHLUVSHQGLQJDQGVXSSOLHUVDUHVWUXJJOLQJWRIXOILORUGHUVGXHWRORJLVWLFVGLVORFDWLRQV
SULFLQJYRODWLOLW\DQGSRWHQWLDOO\HYHQVROYHQF\LVVXHVRIWKHLURZQ7KHVHSUREOHPVDUHQRWHDVLO\
VROYHG7KH\ZLOODIIHFWQRWRQO\FRPSDQLHVªLPPHGLDWHSURILWDELOLW\EXWZLOOFUHDWHFDVKIORZ
SUREOHPVIRUWKHIRUHVHHDEOHIXWXUH7KLVLQWURGXFHVLPPHGLDWHOLTXLGLW\LVVXHVDQGDVVHW
LPSDLUPHQWVZKLFKPD\OHDGWRILUPLQVROYHQF\

0DQ\DVVHWVLQFOXGLQJWKRVHRIDQLQWDQJLEOHQDWXUHOLNHJRRGZLOODUHDVVLJQHGYDOXDWLRQVRQWKH
EDVLVRIWKHLUH[SHFWHG FUTUREFDVKIORZJHQHUDWLQJFDSDFLW\$QGZKHQH[SHFWDWLRQVRIWKRVHIXWXUH
FDVKIORZDGMXVWGRZQZDUGVDVWKH\QRZPXVWGRFRQWHPSRUDU\DFFRXQWLQJUXOHVWKHQUHTXLUHWKDW
WKRVHDVVHWYDOXHVEHLPSDLUHG7KLVLVDQLPSRUWDQWSUREOHPIDFLQJPDQ\ILUPVWKH\PXVWERRN
ORVVHVRQFHDVWKHLURSHUDWLQJSHUIRUPDQFHZHDNHQVDQGDWWKHVDPHWLPHERRNORVVHVDJDLQWKURXJK
DVVHWLPSDLUPHQWVDVH[SHFWDWLRQVRIIXWXUHFDVKIORZVGHWHULRUDWH7KHH[WHQWRIWKDWLPSDLUPHQW
ULVNGHSHQGVRQWKHYROXPHRIDVVHWVKHOGZKLFKDUHYDOXHGRQDIDLUYDOXHEDVLVDQGWKHTXDOLW\RI
WKRVHDVVHWV


7KLVPD\LQWURGXFHSUREOHPVRISURF\FOLFDOLW\3URF\FOLFDOLW\ZDVRQHRIWKHSULPDU\GLDJQRVHVRI
WKHILQDQFLDOFULVLV ,WUHIHUVWRWKHILQDQFLDODFFHOHUDWRUHIIHFWZKLFKGULYHVDVVHWSULFHVKLJKHU
LQPDUNHWXSVZLQJVDQGORZHULQGRZQVZLQJV ,WDOVRUHODWHVWRWKHTIMEÞDIMENSIONÞOFÞRISKVKRUW
WLPHKRUL]RQVSURGXFHH[WUDSRODWLRQVRIFXUUHQWFRQGLWLRQVLQWRWKHIXWXUHUHVXOWLQJLQ
PLVSHUFHSWLRQVRIULVNZKLFKHQFRXUDJHWKHRYHUSD\PHQWIRUDVVHWVDQGH[FHVVLYHULVNWDNLQJ7KH
SRWHQWLDOIRUVXFKWHPSRUDOPLVDOLJQPHQWVKDVORQJEHHQDVVRFLDWHGZLWKWKHF\FOHRIRSWLPLVPDQG
SHVVLPLVPLQILQDQFLDOPDUNHWVRSWLPLVPJHQHUDWHVDQDSSHWLWHIRUOHYHUDJHDQGGHEWLQWKHXSVZLQJ
WRDPSOLI\UHWXUQVRQULVLQJDVVHWSULFHV EXWZKHQHYHQWVFDXVHDUHDVVHVVPHQWRIIXWXUHHDUQLQJV
WKHF\FOHUHYHUVHVOHYHUDJHDPSOLILHVORVVHVOHDGLQJWRUDSLGFRQWUDFWLRQVLQLQYHVWPHQWORZHU
YROXPHVRIWUDGLQJDVVHWSULFHIDOOVDQGOLTXLGLW\VSLUDOVDVILUPVILUHVHOODVVHWVWRPHHWFUHGLWRU
FDOOVOHDGLQJWRDVHOIUHLQIRUFLQJF\FOHRIGHFOLQH

7KHVHHIIHFWVDUHHPEHGGHGLQ©IDLUYDOXHª©PDUNHWEDVHGªRU©PDUNWRPDUNHWªDFFRXQWLQJWHFKQLTXHV
©IDLUYDOXHªKHUHDIWHUZKLFKUHFRUGDVVHWSULFHVDWFXUUHQWPDUNHWYDOXHVDQGDPSOLI\SULFH
PRYHPHQWVLQD©SURF\FOLFDOªIDVKLRQ ,QGHHGLQVRPHFDVHVPDUNHWDQGUHSRUWLQJSURFHVVHVFDQIHHG
RIIHDFKRWKHUWRSURGXFHIHHGEDFNORRSVDQGDPSOLILFDWLRQHIIHFWVWKDWDUHV\VWHPLFDOO\GLVUXSWLYH
7RGDWHÞPROCYCLICALITY DQGSYSTEMICÞRISKKDYHODUJHO\EHHQDVVRFLDWHGZLWKILQDQFLDODQGEDQNLQJ
V\VWHPVEXWQRZPDQ\QRQILQDQFLDODVVHWVDUHYDOXHGRQWKHEDVLVRIFDSLWDOPDUNHWOLNHYDOXDWLRQV
WKURXJKWKHIDLUYDOXHDFFRXQWLQJUHJLPH7KHQH[WVHFWLRQSURYLGHVDQDFFRXQWRIWKHSURF\FOLFDO
G\QDPLFVWKDWZHEHOLHYHDUHDERXWWRXQZLQGLQDVLJQLILFDQWPLQRULW\RI6	3DQG(XURVWR[[
FRPSDQLHV:HGHYHORSWKLVDUJXPHQWRYHUDVHULHVRIVWHSV)LUVWZHH[DPLQHWKHH[WHQWWR
ZKLFKPDQDJHUVKDYHLQFUHDVHGGLVWULEXWLRQVUDWKHUWKDQEXLOGLQJXSFDSLWDOEXIIHUVWKDWZRXOGKDYH
DGGHGUHVLOLHQFHWRFRPSDQ\EDODQFHVKHHWVVHFRQGZHH[SORUHWKHH[WHQWWRZKLFKWKRVH
GLVWULEXWLRQVLQQRQILQDQFLDOFRUSRUDWLRQVKDYHEHHQSDUWO\ILQDQFHGE\GHEWVSHFLILFDOO\©PLGªDQG
©ORZSULPHªERQGVZKLFKQRZFUHDWHUHILQDQFLQJSUREOHPVWKLUGZHH[DPLQHKRZWKHJURZWKRI
JRRGZLOODQGRWKHUDVVHWVZKRVHYDOXHUHOLHVRQGLVFUHWLRQDU\HVWLPDWLRQVRIIXWXUHVWDWHVRIWKH
ZRUOGFUHDWHLPSDLUPHQWULVNVDQGUDLVHSURF\FOLFDOFKDOOHQJHV

3RLQW0DQ\ILUPVKDYHGLVWULEXWHGPRUHWRVKDUHKROGHUVWKDQWKH\ªYHJHQHUDWHG
LQSURILWVLQFHWKHFULVLV

7KHSRVWHFRQRP\ZDVFKDUDFWHULVHGE\DUDWFKHWLQJXSRIVKDUHKROGHUGLVWULEXWLRQQRUPVDW
PRVWODUJHFDSILUPV:KHQWKHFULVLVKLWPDQ\FRPSDQLHVZHUHGLVWULEXWLQJYLUWXDOO\DOORIWKHLU
SURILWVWRVKDUHKROGHUV$QGLQDVL]HDEOHPLQRULW\RIODUJHILUPVPDQDJHUVZHUHGLVWULEXWLQJPRUH
WRVKDUHKROGHUVWKDQWKHLUILUPVZHUHJHQHUDWLQJLQSURILWDIWHULQWHUHVWDQGWD[7KHUDWLRVYDU\E\
VRXUFHEXWWKHRYHUDOOSLFWXUHLVWKHVDPH7DEOHVKRZVWKDWILUPVOLVWHGRQWKH6	3
GLVWULEXWHGDQDYHUDJHRIRIWKHLUQHWLQFRPHEHWZHHQDQG6HSWHPEHUZKLOVW
(XVRVWR[[ILUPVGLVWULEXWHGDORZHUSURSRUWLRQEHWZHHQ1DWKDQ	*URPDQ
HVWLPDWHDQHYHQKLJKHUILJXUHIRUWKH6	3RIEHWZHHQILJXUHZKLFKLV
5HSRUWRIWKH)LQDQFLDO6WDELOLW\)RUXPLQWR$GGUHVVLQJ3URF\FOLFDOLW\LQWKH)LQDQFLDO6\VWHP
KWWSVZZZIVERUJZSFRQWHQWXSORDGVUBDSGI
%RULR&)XUILQH&DQG/RZH3%RULR&&URFNHWW$§0DUU\LQJWKHPLFURDQGPDFURSUXGHQWLDO
GLPHQVLRQVRIILQDQFLDOVWDELOLW\¨ ")3ÞSPEECHES6HSWHPEHU
.H\QHV-0 Þ4HEÞGENERALÞTHEORYÞOFÞINTERESTÞEMPLOYMENTÞANDÞMONEYÞ/RQGRQ0DFPLOODQ0LQVN\+
§6XJJHVWLRQVIRUD&DVK)ORZ2ULHQWHG%DQN([DPLQDWLRQ¨3DSHU0LQVN\$UFKLYH
-RLQW)6)&*)6:RUNLQJ*URXS§7KHUROHRIYDOXDWLRQDQGOHYHUDJHLQSURF\FOLFDOLW\¨
KWWSVZZZIVERUJZSFRQWHQWXSORDGVUBKSGI"SDJHBPRYHG  6ROH-6FDUODWD-	1RYRD$)LQDQFLDO
VWDELOLW\IDLUYDOXHDFFRXQWLQJDQGSURF\FOLFDOLW\*OURNALÞOFÞ&INANCIALÞ4RANSFORMATION %UXQQHPHLHUHWDO
:DUZLFN&RPPLVVLRQ4HEÞ7ARWICKÞ#OMMISSIONÞONÞINTERNATIONALÞFINANCIALÞREFORMÞINÞPRAISEÞOFÞUNLEVELÞPLAYINGÞFIELDS
#OVENTRYÞ5NIVERSITYÞOFÞ7ARWICK

XQSUHFHGHQWHGLQWKHODVW\HDUV ,Q\HDUVOLNHDQG6	3ILUPVLQWKHDJJUHJDWH
GLVWULEXWHGPRUHLQGLYLGHQGVDQGVKDUHEX\EDFNVWKDQWKH\FUHDWHGLQWHUPVRIQHWLQFRPH
(XURVWR[[ILUPVGLVWULEXWLRQVDUHJHQHUDOO\ORZHUEXWVWLOOLQ\HDUVOLNHWKH\SDLGRXW
YLUWXDOO\DOOQHWLQFRPHWRVKDUHKROGHUV

4ABLEÞ'LVWULEXWLRQV$V$3HUFHQWDJH2I1HW,QFRPH6	3DQG(XURVWR[[


6RXUFHIRU6	36	3*OREDO,QGLFHV6RXUFHIRU(XUR6WR[[2VLULV'DWDVHWV
1RWH'DWDLVIRUDOOFRPSDQLHVOLVWHGLQ6	3DQGRSHUDWLQJHDUQLQJVDUHQHWLQFRPH
1RWHWKHDQDO\VLVFRYHUVDOOFRPSDQLHVOLVWHGLQWKH(XUR6WR[[ZLWKGDWDIRUERWKGLYLGHQGVDQGVKDUH
EX\EDFNV
1RWH2SHUDWLQJHDUQLQJVDUHQHWLQFRPHDIWHUWD[
1RWH6	3DYHUDJHLVIRUWKHSHULRGWR6HSWHPEHU(XUR6WR[[DYHUDJHLVIRUWR

&IGUREÞ6	3'LVWULEXWLRQV'XULQJ3HULRGV2I([SDQVLRQ

6RXUFH1DWKDQ	*URPDQ5REHUW6KLOOHU1%(56	3*ROGPDQ6DFKV*OREDO,QYHVWPHQW5HVHDUFK
1RWHEDUVUHSUHVHQWSHULRGVRI86HFRQRPLFH[SDQVLRQ
$V1DWKDQ	*URPDQQRWHWKHUHZHUHSHULRGVLQWKHHDUO\WKFHQWXU\ZKHQGLVWULEXWLRQVZHUHKLJKHUEXWWKDWWRRN
SODFHLQDFRQWH[WZKHUHGLYLGHQGVZHUHUHZDUGVWRHTXLW\SURYLGHUVZKRZHUHWKHSULPDU\VRXUFHRIIXQGLQJSUHVHQWO\
ILUPVDUHQHWEX\HUVUDWKHUWKDQLVVXHUVRIFDSLWDO

0RVWRIWKH)76(LVFDSWXUHGLQWKH(XURVWR[[LQGH[EXWLWLVDOVRSRVVLEOHWRLVRODWH
)76(SHUIRUPDQFHWRVKRZWKDW8.GLVWULEXWLRQUDWHQRUPVDUHPXFKFORVHUWR86GLVWULEXWLRQ
UDWHVHYHQLIWKHPHFKDQLVPIRUGLVWULEXWLQJWRVKDUHKROGHUVGLIIHUV'LYLGHQGVDFFRXQWIRUDPXFK
KLJKHUVKDUHRIWRWDOVKDUHKROGHUGLVWULEXWLRQVWKDQEX\EDFNVLQWKH8.DQG(XURSHUHODWLYHWRWKH
867KLVUHIOHFWVDPRQJVWRWKHUWKLQJVWKHWD[DGYDQWDJHVRIVKDUHUHSXUFKDVHVRYHUGLYLGHQGVLQ
WKH86 EXWDOVRWKHSUHIHUHQFHIRUUHPXQHUDWLQJ&(2VLQVWRFNRSWLRQVLQWKH86ZKLFK
LQFHQWLYLVHVEX\EDFNV1HYHUWKHOHVVEHWZHHQDQGWKHDJJUHJDWHQHWLQFRPHSURILWDIWHU
LQWHUHVWDQGWD[RI)76(FRPSDQLHVZDVEQGLYLGHQGVZHUHEQDQGVKDUHEX\EDFNV
EQ8.ODUJHFDSILUPVZHUHLQRWKHUZRUGVGLVWULEXWLQJRIWRWDOQHWLQFRPHWR
VKDUHKROGHUVPDUJLQDOO\OHVVWKDQ6	3ILUPVEXWPRUHWKDQWKHDYHUDJHIRUWKH(XURVWR[[
7DEOH

+RZHYHUDJJUHJDWHILJXUHVGLVJXLVHGLIIHUHQWFRPSDQ\GLVWULEXWLRQQRUPVZLWKLQWKHVHLQGH[HV%\
EUHDNLQJDJJUHJDWHVLQWREDQGVLWSRVVLEOHWRLVRODWHDVLJQLILFDQWPLQRULW\RIILUPVZKRPDNH
GLVWULEXWLRQVWRVKDUHKROGHUVLQH[FHVVRISURILWVÞPERCENTÞOFÞTHEÞ&43%ÞÞÞPERCENTÞOFÞTHEÞ30
%UROPEÞÞANDÞÞPERCENTÞOFÞTHEÞ30ÞDISTRIBUTEDÞMOREÞTOÞSHAREHOLDERSÞVIAÞDIVIDENDSÞANDÞSHAREÞBUYBACKS
THANÞTHEYÞGENERATEDÞINÞNETÞINCOMEÞINÞ)LJXUHZDVQRWDQH[FHSWLRQDO\HDU)RUH[DPSOHRQ
DYHUDJHEHWZHHQSHUFHQWRIWKH)76(SDLGRXWPRUHLQVKDUHKROGHUUHWXUQVWKDQ
WKH\JHQHUDWHGLQQHWLQFRPH7KHSD\PHQWRIGLYLGHQGVDQGEX\EDFNVLQH[FHVVRISURILWLVRQHRI
WKHNH\UHDVRQVODUJHILUPVODFNWKHFDSLWDOEXIIHUVWRDEVRUEORVVHVLQGRZQWXUQV,QWKHORQJUXQ
WKLVLQFUHDVHVULVNDQGGDPDJHVILUPUHVLOLHQFHPHDQLQJWKHVWDWHKDVWRSOD\DODUJHUUROHZKHQWKH
HFRQRP\HQWHUVDGRZQWXUQ

4ABLEÞ'LYLGHQGVVKDUHEX\EDFNVDVDVKDUHRIQHWLQFRPHLQ(XUR6WR[[6	3)76(
$YHUDJHIRUSHULRGWR
 'LYLGHQGV 6KDUHEX\EDFNV 7RWDO
   
(XUR6WR[[   
6	3   
)76(   
6RXUFH7KRPVRQ(LNRQGDWDVHWV&RPSDQ\GDWDLVDVUHSRUWHGLQHDFK\HDU
1RWHVZHKDYHFRPSXWHGWKHWRWDOQHWLQFRPHGLYLGHQGVDQGVKDUHEX\EDFNVIRUWKHZKROHSHULRGDQGWKHQWDNHQ
WKHDYHUDJHRIGLYLGHQGVDQGVKDUHEX\EDFNVRXWRIWRWDOQHWLQFRPHDIWHUWD[

 
'LWWPDU$.:K\'R)LUPV5HSXUFKDVH6WRFN4HEÞ*OURNALÞOFÞ"USINESS¥
KWWSVGRLRUJ

&IGUREÞ3URSRUWLRQRI)76(6	3(XURSHDQG6	3&RPSDQLHVE\'LIIHUHQW©6KDUHKROGHU
'LVWULEXWLRQVWR1HW,QFRPHª%DQGVLQODWHVWILQDQFLDO\HDU
 
6RXUFH7KRPVRQ5HXWHUV(LNRQGDWDVHWVODWHVWILQDQFLDO\HDU
1RWHV(TXLW\LVWRWDOVKDUHKROGHUHTXLW\*RRGZLOOLVWKHRXWVWDQGLQJQHWEDODQFH'HEWLVORQJWHUPGHEWRXWVWDQGLQJ
'HEWWRHTXLW\UDWLRDGMXVWHGUHGXFHVWKHHTXLW\RIDFRPSDQ\E\JRRGZLOOWRVLPXODWHDWRWDOLPSDLUPHQWLPSDFW1HW
LQFRPHGLVWULEXWHGEDQGVDUHVKDUHRIQHWLQFRPHGLVWULEXWHGDVGLYLGHQGVDQGVKDUHEX\EDFNVLQ*RRGZLOOWR
(TXLW\LVWKHJRRGZLOODVDSHUFHQWDJHRIHTXLW\VSOLWLQWREDQGLQJVIRU\HDUHQGHG'HEWWRHTXLW\UDWLRLVWRWDO
ORQJWHUPGHEWGLYLGHGE\WRWDOVKDUHKROGHUHTXLW\IRU\HDUHQGHG'HEWWRHTXLW\UDWLRDGMXVWHGLVGHEWGLYLGHGE\
WRWDOVKDUHKROGHUHTXLW\PLQXVJRRGZLOOIRU\HDUHQGHG

!Þ&OCUSÞ/NÞ30Þ"UYBACKS

7KHSUHIHUHQFHIRUEX\EDFNVRYHUGLYLGHQGVVKDSHGWKHIRUPRI86FDSLWDOLVPGXULQJWKHSRVW
ERRP86FRPSDQLHVKDYHEHHQDEOHWRFRQGXFWRSHQPDUNHWEX\EDFNVZLWKRXWDQ\SUDFWLFDOOLPLWV
VLQFHWKH6(&LQWURGXFHG5XOHERIWKH6HFXULWLHV([FKDQJH$FW $VQRWHGDERYHWKH86
SUHIHUHQFHIRUVWRFNUHSXUFKDVHVVKRXOGEHXQGHUVWRRGDORQJVLGHWKHWHQGHQF\WRDZDUGDODUJHU
SURSRUWLRQRI86&(2SD\LQVWRFNRUVWRFNRSWLRQV7KLVFDQLQFHQWLYLVHPDQDJHPHQWWROHYHUWKH
FRPSDQ\EDODQFHVKHHWWREX\EDFNVKDUHVZKLFKERRVWWKHYDOXHRIWKRVHRSWLRQV7KDWZDVWKH
FRQFOXVLRQRIDUHFHQWVWXG\ RQ0F'RQDOGªV&DWHUSLOODU%RHLQJDQG0ZKLFKVKRZHGKRZWKRVH
IRXUFRPSDQLHVZKHQFRPELQHGLVVXHGDUHFRUGDPRXQWRIGHEWWREX\EDFNVWRFNLQODUJH
TXDQWLWLHVHYHQDVVDOHVJURZWKIHOO7KHVHFRPSDQLHVHDFKVSHQWDQDYHUDJHRIPLOOLRQSHU\HDU
RQLVVXDQFHRIRSWLRQVWRWRSPDQDJHPHQW7KRVHPDQDJHUVWKHQFROOHFWLYHO\H[HUFLVHGRSWLRQVDQG
VROGVKDUHVLQWKHRSHQPDUNHWWRWKHYDOXHRIRYHU HALFÞAÞBILLIONÞDOLLARS LQDIRXU\HDUSHULRG:KHQ
VHQLRUPDQDJHPHQWDUHJLYHQVKDUHRSWLRQVZLWKDORZVWULNHSULFHAND KDYHWKHGLVFUHWLRQWROHYHU
XSWKHILUPªVEDODQFHVKHHWWREX\EDFNVKDUHVRQWKHRSHQPDUNHWZKLFKGULYHXSWKHLUSULFHWKHQ
WKHUHDUHUHDOULVNVWKDWILUPVEHFRPHUXQIRULQVLGHUV

7KHGDWDRQHTXLW\SXUFKDVHVSUHVHQWVDSLFWXUHRIFRUSRUDWH$PHULFDHIIHFWLYHO\HDWLQJLWVHOI86
QRQILQDQFLDOFRUSRUDWLRQVDUHQRWRQO\WKHODUJHVWQHWSXUFKDVHURI86VKDUHVWKH\DUHSUDFWLFDOO\
WKHRQO\QHWSXUFKDVHURIHTXLW\RIQRWH7DEOH%HWZHHQ86ILUPVERXJKWEDFN
/D]RQLFN:3URILWV:LWKRXW3URVSHULW\(ARVARDÞ"USINESSÞ2EVIEW6HSWHPEHUSS
7KH)HOGHU5HSRUW7KH)DWH2I7KH)DQWDVWLF)RXU2I)LQDQFLDO(QJLQHHULQJ85/
KWWSVWKHIHOGHUUHSRUWFRPWKHIDWHRIWKHIDQWDVWLFIRXURIILQDQFLDOHQJLQHHULQJ

WULOOLRQRIWKHLURZQVKDUHV DILJXUHWKDWH[FHHGVWKH)HGHUDO5HVHUYHªVERQGEX\LQJ
SXUFKDVHVRYHUWKHVDPHSHULRGDVSDUWRITXDQWLWDWLYHHDVLQJ  

7KHVKDUHEX\EDFNERRPLQWKH86SURGXFHVVHFRQGRUGHURXWFRPHV&HQWUDOEDQNVªSXUVXLWRIDORZ
LQWHUHVWUDWHHQYLURQPHQWSURYLGHVDVWURQJWDLOZLQGIRUDQXSOLIWLQVWRFNSULFHVEXWWKHDELOLW\WR
H[HUWGRZQZDUGSUHVVXUHLVOLPLWHGZKHQWKHUHLVDVPDOOHUSRRORIVKDUHVWRVHOOGRZQLQWRD
FURZGHGPDUNHWZKHUHWUDGLQJYROXPHVDUHWKLQQHU$YHUDJHGDLO\WUDGLQJYROXPHLQWKH6	3
LQWKHWKUHHPRQWKVSULRUWR2FWREHUGD\VIHOOWRRIWRWDOPDUNHWFDSLWDOL]DWLRQD\HDU
ORZFRPSDUHGZLWKWKHDYHUDJHYROXPHEHWZHHQDQG 7KLVHIIHFWPD\EHDPSOLILHG
E\WKHGRPLQDQFHRISDVVLYHLQYHVWPHQWIXQGVZKRVLPSO\EX\DQLQGH[ZKLFKFDQUHGXFHVHOOLQJ
SUHVVXUHVEDVHGRQXQGHUO\LQJIXQGDPHQWDOVRILQGLYLGXDOFRQVWLWXHQWV 


4ABLEÞ1HW86(TXLW\'HPDQG86EQ

6RXUFH1DWKDQ	*URPDQ5REHUW6KLOOHU1%(56	3*ROGPDQ6DFKV*OREDO,QYHVWPHQW5HVHDUFK


7KHUHLVORQJVWDQGLQJFRQFHUQWKDWEX\EDFNVVWLIOHZDJHJURZWK DQGLQYHVWPHQW OHDGLQJWR 
LQHTXDOLW\DQGDVORZGRZQLQSURGXFWLYLW\DQGDFFXPXODWLRQ,IEX\EDFNVNHHSVKDUHSULFHV
DUWLILFLDOO\KLJKDQGDOVRHQFRXUDJHDVORZGRZQLQLQYHVWPHQWWKLVPD\OHDGWRDJURZLQJ
GLVORFDWLRQEHWZHHQVKDUHSULFHVDQGWKHHDUQLQJVFUHDWLQJFDSDFLW\WKH\DUHVXSSRVHGWRVLJQDODQG
VRVKDUHSULFHVPD\ORVHVRPHRIWKHLULQIRUPDWLRQDOSXUSRVH2QHPHDVXUHRIWKLVLVWKH
3ULFH(DUQLQJV3(UDWLRZKLFKZDVKLJKHUMXVWEHIRUHWKH&RYLGRXWEUHDNWKDQLWZDVDWWKH
SUHSHDNDQGZDVDSSURDFKLQJOHYHOVRIIURWKLQHVV)LJXUH%X\EDFNVPD\H[SODLQD
ODUJHSDUWRIWKHVKDUSGLIIHUHQFHVEHWZHHQWKH6	3DQGRWKHUOHDGLQJVKDUHLQGH[HV)LJXUH
DQGLWVXQXVXDOUHVLOLHQFHGXULQJWKLVFULVLVDWDWLPHZKHQ86XQHPSOR\PHQWKDVKLWDSRVWZDU
KLJKRIFORVHWR 
8VHHP-7KH6WRFN%X\EDFN6ZLQGOH>:::'RFXPHQW@ 4HEÞ!TLANTIC 85/
KWWSVZZZWKHDWODQWLFFRPPDJD]LQHDUFKLYHWKHVWRFNEX\EDFNVZLQGOH
7KH)HOGHU5HSRUW,I7KLV,VQªW6WRFN0DQLSXODWLRQ,'RQªW.QRZ:KDW,V¥7KH)HOGHU5HSRUW85/
KWWSVWKHIHOGHUUHSRUWFRPLIWKLVLVQWVWRFNPDQLSXODWLRQLGRQWNQRZZKDWLV
0DWWKHZV&KULV©+RZDQ§$VWRQLVKLQJ¨'HFOLQHLQ6	37UDGLQJ9ROXPH&RXOG3RVH5LVNVIRU,QYHVWRUVª
0DUNHW:DWFK5HWULHYHG0D\
KWWSVZZZPDUNHWZDWFKFRPVWRU\DVVWRFNPDUNHWWUDGLQJYROXPHVGHFOLQHOLTXLGLW\FRQFHUQVULVH
)LFKWQHU-DQ(HONH0+HHPVNHUNDQG$GDP/HDYHU©,I7KLV,V&DSLWDOLVP:KHUH$UHWKH3ULFH6LJQDOV"7KH
*ODFLDO(IIHFWVRI3DVVLYH,QYHVWPHQWª63(5,5HWULHYHG0D\
KWWSVSHULGHSWVKHIDFXNLIWKLVLVFDSLWDOLVPZKHUHDUHWKHSULFHVLJQDOVWKHJODFLDOHIIHFWVRISDVVLYHLQ
YHVWPHQW
/D]RQLFN:2ª6XOOLYDQ00D[LPL]LQJVKDUHKROGHUYDOXHDQHZLGHRORJ\IRUFRUSRUDWHJRYHUQDQFH%CONOMY
ANDÞ3OCIETY ¥KWWSVGRLRUJ
6WRFNKDPPHU()LQDQFLDOLVDWLRQDQGWKHVORZGRZQRIDFFXPXODWLRQ&DPEULGJH-(FRQ¥
KWWSVGRLRUJFMHEHKVHHDOVR,QWHUQDWLRQDO0RQHWDU\)XQG*OREDO)LQDQFLDO6WDELOLW\5HSRUW
2FWREHU/RZHUIRU/RQJHU
3ROLWL-DPHV&ROE\6PLWKDQG0DPWD%DGNDU©868QHPSOR\PHQW+LWV3RVWZDU+LJKRIª5HWULHYHG
0D\KWWSVZZZIWFRPFRQWHQWDFGFIIGI


&IGUREÞ6	3&\FOLFDOO\$GMXVWHG3ULFH(DUQLQJV&$3(5DWLRDQG7RWDO5HWXUQ&$3(5DWLR

6RXUFH6KLOOHU3(,QGH[KWWSZZZHFRQ\DOHHGXaVKLOOHUGDWDKWP


&IGUREÞ6WRFN0DUNHW,QGH[HV6	3)76(&$&'$;-DQSUHVHQW
 
6RXUFH6	3*OREDO0DUNHW,QWHOOLJHQFH
1RWHGDWDUHEDVHG-DQVW ]HUR

3RLQW'LVWULEXWLRQVKDYHEHHQ3DUW)LQDQFHGE\'HEW

$FORVHULQVSHFWLRQRIGLVWULEXWLRQVIURPWKHSHUVSHFWLYHRIFDVKUDWKHUWKDQSURILWUHYHDOVRQHUROHRI
QRQILQDQFLDOFRUSRUDWHGHEWLQWKHSRVWFRQMXQFWXUH$V7DEOHVKRZV86ILUPVLHDOOILUPV
QRWMXVWWKH6	3SD\RXWWLPHVWKHLUQHWRSHUDWLQJFDVKDVGLVWULEXWLRQV0XFKRIWKH
VKRUWIDOOLVPDGHXSIURPILQDQFLQJLHGHEW,WLVUHSRUWHGWKDW86ILUPVILQDQFHURXJKO\KDOIRI


WKHLUEX\EDFNVIURPGHEW 6LQFHILUPVZLWKORZHUFUHGLWTXDOLW\KDYHXVHGPRUHGHEWWRPDNH
VKDUHKROGHUSD\PHQWV 

7KHDOOXUHRIGHEWLVKLJKZKHQLQWHUHVWUDWHVDUHORZ,QWKH86DYHUDJHLQGXVWU\FRVWRIGHEW
ZDVHVWLPDWHGDWDIWHUWD[FRPSDUHGWRDQHTXLW\DYHUDJHFRVWRI,Q:HVWHUQ(XURSHWKH
ILJXUHVZHUHDQGUHVSHFWLYHO\'HEWLVDOVRWD[VXEVLGLVHGLQWHUHVWSD\PHQWVVXSSUHVV
WD[DEOHSURILWVLQDZD\WKHFRVWVRIHTXLW\GRQRW%\VXEVWLWXWLQJGHEWIRUHTXLW\WKHUHLVDQ
DXWRPDWLFLPSURYHPHQWLQWKH:HLJKWHG$YHUDJH&RVWRI&DSLWDO:$&&ZKLFKUHGXFHVGLVFRXQW
UDWHV*LYHQWKDWGLVFRXQWUDWHVLQFOXGHDZHLJKWHGDYHUDJHFRVWRIFDSLWDOFRPSRQHQWVXEVWLWXWLQJ
GHEWIRUHTXLW\ZLOOQRWRQO\ERRVWVKDUHSULFHVEXWE\ORZHULQJWKHGLVFRXQWUDWHLWZLOOLQFUHDVHWKH
QHWSUHVHQWYDOXHRIDVVHWVKHOGRQWKHEDODQFHVKHHWDWIDLUYDOXH,IDVVHWVDUHPDUNHGWRPDUNHWWKLV
ERRVWJLYHVIXUWKHUMXVWLILFDWLRQIRUULVLQJVKDUHSULFHV:KHQLQFRPHIURPIRUH[DPSOHFRQWUDFWV
DUHDOVRFDOFXODWHGRQDIDLUYDOXHEDVLVWKHUHGXFWLRQLQ:$&&ZLOODOVRERRVWHDUQLQJVDQGWKXVWKH
(36UDWLRZKLFKPDQDJHPHQWERQXVHVDUHRIWHQOLQNHGWR7KHVXEVWLWXWLRQRIGHEWIRUHTXLW\YLD
OHYHUHGVKDUHUHSXUFKDVHVDUHWKXVSDUWRIDUHFXUVLYHVHOIUHLQIRUFLQJPHFKDQLVPZKLFKJRHV
WRZDUGVERRVWLQJVKDUHSULFHVDQGWKHYDOXHRIVKDUHRSWLRQV+RZHYHULWFDQFRPHDWDSULFHLILW
OHDGVWRRYHUOHYHUDJLQJDQGH[SRVHVWKHFRPSDQ\WROLTXLGLW\VSLUDOVDQGSURF\FOLFDOLW\

4ABLEÞ'LYLGHQGVDQGVKDUHEX\EDFNVDVDVKDUHRIIUHHFDVKIORZIRUDOO86DQG(XURSHDQFRPSDQLHV
DVRI-DQXDU\86EQ

6RXUFHKWWSSDJHVVWHUQQ\XHGXaDGDPRGDU1HZB+RPHB3DJHGDWDDUFKLYHGKWPO
1RWH)UHHFDVKIORZLVFDVKEHIRUHH[WHUQDOILQDQFLQJ
1HWLQFRPHLVLQFRPHDIWHUWD[
6HFWRUVDUHLQGXVWULDOVFODVVLILHGLQWRLQGXVWULDOVHFWRUV

'HEWKDVDOVRGULYHQ0	$DFWLYLW\0	$PLJKWEHWKRXJKWRIDVDVSHFXODWLYHEHWRQWKHIXWXUH
FDVKIORZJHQHUDWLQJFDSDFLW\RIDQRWKHUHQWLW\ILUPVERUURZRULVVXHHTXLW\DWDFHUWDLQFRVWDQG
EX\FRUSRUDWHDVVHWVZKLFKWKH\KRSHZLOOJHQHUDWHDULVNDGMXVWHGUHWXUQRYHUDQGDERYHWKRVH
DFTXLVLWLRQFRVWV,QWKHFRQWH[WRIORZLQWHUHVWUDWHVDQGDEXQGDQWOLTXLGLW\GHVFULEHGDERYHWKDW
PD\SXVKXSWKHSULFHRIFRUSRUDWHDVVHWVDQGHQFRXUDJHVSHFXODWLRQ860	$GHDOVVXUSDVVHGWKHLU
SHDNLQ2QWKHSULYDWHHTXLW\VLGHOHYHUDJHGORDQVDOVRJUHZDSDFHZLWKURXJKO\
RIDOOOHYHUDJHGEX\RXWV/%2VLQRYHU[OHYHUHG 6SHFXODWLRQRIWHQWRRNWKHIRUPRI
©DGGEDFNVªLHDGMXVWPHQWVPDGHWR©HDUQLQJVEHIRUHLQWHUHVWWD[GHSUHFLDWLRQDQGDPRUWLVDWLRQª
(%,7'$RUH[SHFWHGIXWXUHFDVKIORZVRQWKHEDVLVRISURMHFWHGFRVWVDYLQJVDQGV\QHUJLHVD
FRPSDQ\H[SHFWVWRPDNHWRMXVWLI\HOHYDWHGDPRXQWVERUURZHG $GGEDFNVDUHDVLJQRIULVN
EHFDXVHWKH\DGGDGGLWLRQDOOD\HUVRIVSHFXODWLRQDQGYDULDELOLW\WRWKHH[SHFWHGIXWXUHFDVKIORZV
/LJKW/DUU\©0RUHWKDQ+DOIRI$OO6WRFN%X\EDFNV$UH1RZ)LQDQFHGE\'HEW+HUHªV:K\7KDWªVD3UREOHPª
)RUWXQH5HWULHYHG0D\KWWSVIRUWXQHFRPVWRFNEX\EDFNVGHEWILQDQFHG
,QWHUQDWLRQDO0RQHWDU\)XQG*OREDO)LQDQFLDO6WDELOLW\5HSRUW2FWREHU/RZHUIRU/RQJHU
,QWHUQDWLRQDO0RQHWDU\)XQG*OREDO)LQDQFLDO6WDELOLW\5HSRUW2FWREHU/RZHUIRU/RQJHU
,ELG

DJDLQVWZKLFKWKHIL[HGREOLJDWLRQVRIGHEWDUHWDNHQRQ3ULRUWRWKHFRURQDYLUXVRXWEUHDN
DGGEDFNVZHUHDWUHFRUGKLJKV,WLVOLNHO\WKDWPDQ\RIWKRVHVDYLQJVDQGV\QHUJLHVZLOOQRZQR
ORQJHUPDWHULDOLVHOHDGLQJWRJRRGZLOOLPSDLUPHQWVVHH3RLQWEHORZ

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
'HEWKDVEHHQDFHQWUDOIHDWXUHRIWKHODVWGHFDGHEXWERUURZLQJKDVWDNHQDYHU\SDUWLFXODUIRUP
1RQILQDQFLDOFRUSRUDWHGHEWFRQVLVWVSULPDULO\RIERQGVDQGORDQVFRPPHUFLDOSDSHULVOHVVWKDQ
SHUFHQWRIWKHWRWDOLQWKH867KHJURZWKRIFRUSRUDWHGHEWZDVGULYHQODUJHO\E\FRUSRUDWHERQGV
ZKLFKEHFDPHWKHILQDQFLQJLQVWUXPHQWRIFKRLFHDVODUJHFDSILUPVUHDOLVHGWKH\FRXOGDFFHVV
FKHDSHUIXQGLQJE\E\SDVVLQJEDQNVDQGOHYHULQJWKHLURZQEDODQFHVKHHWV)LJXUH1RQILQDQFLDO
FRUSRUDWHERQGVRXWVWDQGLQJLQWKH86JUHZIURPDSSUR[LPDWHO\WULOOLRQLQ4RIZKHQ
WKHJUHDWILQDQFLDOFULVLVVWUXFNWRDSSUR[LPDWHO\WULOOLRQDW\HDUHQG)LJXUH7KLVLQ
LWVHOIZDVDFRQVHTXHQFHRISRVWFULVLVFHQWUDOEDQNLQWHUYHQWLRQVVXFKDV4(ZKLFKIODWWHQHGWKH
\LHOGFXUYHDQGVRORZHUHGWKHSULFHRIORQJWHUPGHEWVHFXULWLHV %\86QRQILQDQFLDO
FRUSRUDWHGHEWWR*'3H[FHHGHGWKHSUHFULVLVSHDNE\DGLVWDQFH

7KHEXONRIQHZFRUSRUDWHERQGLVVXDQFHFRQFHQWUDWHGLQWKHLQYHVWPHQWJUDGHVHFWRU7KHDPRXQW
RIRXWVWDQGLQJ86LQYHVWPHQWJUDGHQRQILQDQFLDOFRUSRUDWHERQGVJUHZIURPDSSUR[LPDWHO\
WULOOLRQLQWRWULOOLRQDW\HDUHQGILJXUH+RZHYHUZLWKLQWKDWVHFWRUWKHUHZDVD
QRWDEOHGHWHULRUDWLRQLQTXDOLW\WKHODUJHVWGULYHURIJURZWKZDVLQ$DQG%%%JUDGHERQGVWKH
ORZHVWOHYHORILQYHVWPHQWJUDGHGHEWILJXUH%%%ERQGVJUHZIURPDSSUR[LPDWHO\WULOOLRQ
LQWRWULOOLRQE\\HDUHQG,QDGGLWLRQWKHDPRXQWRIKLJK\LHOGOHVVWKDQLQYHVWPHQW
JUDGHQRQILQDQFLDOFRUSRUDWHERQGVRXWVWDQGLQJJUHZIURPDSSUR[LPDWHO\WULOOLRQLQWR
WULOOLRQE\\HDUHQG(XURSHDQGHEWOHYHOVDUHHTXDOO\DVZRUULVRPHDQGKDYHIROORZHGD
VLPLODUWUHQG7KHJURZWKRI©ORZSULPHªERQGLVVXDQFHLVSUHYDOHQWLQ(XURSHWRRORZHUUDWHG
ERQGVLH©%%%ªVDFFRXQWIRUWKHODUJHVWVKDUHRILQYHVWPHQWJUDGHERQGVRXWVWDQGLQJLQWKH(8 
(XURSHDQFRPSDQLHVDOVRKDGDGHEWWR(%,7'$PXOWLSOHRI[LQFRPSDUHGZLWK[LQ
ZKLOVWVSHFXODWLYHJUDGHGHEWOHYHOVUHDFKHGQHZKLJKVMXVWDVSURILWPDUJLQVEHJDQWRGZLQGOH
SUH&29,' $WWKHDJJUHJDWHWKHVXEVWDQWLDOJURZWKLQ%%%DQGORZHUUDWHGERQGVLVLQGLFDWLYH
RIDZHDNHQLQJLQFRUSRUDWHFUHGLWTXDOLW\

/LJKW/DUU\©0RUHWKDQ+DOIRI$OO6WRFN%X\EDFNV$UH1RZ)LQDQFHGE\'HEW+HUHªV:K\7KDWªVD3UREOHPª
&ORTUNE5HWULHYHG0D\KWWSVIRUWXQHFRPVWRFNEX\EDFNVGHEWILQDQFHG
(XURSHDQ6HFXULWLHVDQG0DUNHWV$XWKRULW\7UHQGV5LVNVDQG9XOQHUDELOLWLHV)HEUXDU\
6	3*OREDO5DWLQJV(XURSHDQ&RUSRUDWH&UHGLW2XWORRN


&IGUREÞ861RQ)LQDQFLDO&RUSRUDWLRQVª'HEW6HFXULWLHV	/RDQV2XWVWDQGLQJ86P

6RXUFH86)HGHUDO5HVHUYH)ORZRI)XQGV7DEOH=

&IGUREÞ861RQ)LQDQFLDO&RUSRUDWH'HEW%\&UHGLW5DWLQJWULOOLRQ


6RXUFH.DSODQ

7KHJURZWKRI©PLGRUORZSULPHªLQYHVWPHQWJUDGHGHEWSRVHVVHYHUDOULVNV7KHILUVWLVGHIDXOW
ULVNWKDWWKHHIIHFWVRIWKHFRURQDYLUXVGRZQWXUQPHDQWKDWFRPSDQLHVEHJLQWRGHIDXOWRQWKHLU
ORDQVDVFDVKIORZVVHL]HXS7KHVHFRQGLVDGRZQJUDGHULVNDFUHGLWUDWLQJGRZQJUDGHPD\PHDQ
VRPHFRUSRUDWHGHEWPRYHVIURPLQYHVWPHQWJUDGHWRKLJK\LHOGMXQN7KDWFRXOGVHWLQWUDLQD
VHULHVRIDPSOLI\LQJHIIHFWVIRUH[DPSOHVRPHPXWXDOIXQGVDQGJRYHUQPHQWUXQSHQVLRQIXQGV
ZRQªWDOORZLQYHVWPHQWLQQRQLQYHVWPHQWJUDGHFRUSRUDWHERQGV7KLVPD\WULJJHUDILUHVDOHRI
ERQGVGULYLQJSULFHVGRZQDQG\LHOGVXSSXWWLQJSUHVVXUHRQILUPVLQWKHLUQH[WIXQGLQJURXQG
7KLUGDQGUHODWHGO\WKLVPD\LQWURGXFHDPDWXULW\RUUROORYHUULVNLIPXFKRIWKHLUGHEWQHHGVWREH
UHILQDQFHGLQWKHQHDUWHUPLIWKHLUFUHGLWUDWLQJIDOOVEHORZ%%%7KLVLVDPDWHULDOSUREOHPIRU
PDQ\ODUJHFDSVZKLOVWWKHUHLVMXVWELOOLRQRIVSHFXODWLYHJUDGHGHEWORDQVDQGERQGVGXHWR
EHUHILQDQFHGLQWKHILJXUHLVRYHUEQIRULQYHVWPHQWJUDGHSDSHU%UHQQDQ6	3*OREDO
5DWLQJV)LQDOO\LIILUPVDUHXVLQJWKLUGSDUW\IXQGLQJIRUVHFXUHGORDQVRUUHSROLNH
DUUDQJHPHQWVWKLVPD\OHDGWRILUHVDOHVLIWKRVHWKLUGSDUWLHVUHIXVHWRDFFHSWWKHFROODWHUDODV

VHFXULW\,QDOOWKHVHVLWXDWLRQVILUPVPD\FRQIURQWVLJQLILFDQWOLTXLGLW\SUREOHPVLIWKH\QHHGWR
DFFHVVFDVKWRVWD\DIORDWZKLOVWWKHLUFUHGLWUDWLQJVGHFOLQHDQGWKHIXWXUHFDVKIORZVDJDLQVWZKLFK
WKH\PLJKWERUURZGU\XS7KLVZLOOLQHYLWDEO\OHDGWRFDOOVIRUPRUHVWDWHDQGFHQWUDOEDQN
LQWHUYHQWLRQ


3RLQW)XWXULW\ULVNVDULVLQJIURPWKHJURZWKRIJRRGZLOODQGLPSDLUPHQW
VKRFNVDFWDVSURF\FOLFDODPSOLILFDWLRQPHFKDQLVPV

7KHJURZWKRIGHEWRQWKHOLDELOLW\VLGHSXVKHGXSWKHYDOXHRIDVVHWVRQQRQILQDQFLDOFRUSRUDWH
EDODQFHVKHHWVHLWKHUEHFDXVHLWVDIIRUGDELOLW\HQFRXUDJHGILUPVWRDFTXLUHFRUSRUDWHDVVHWVDW
HOHYDWHGYDOXHVRUWKURXJKWKHHIIHFWRIORZLQWHUHVWUDWHVRQGLVFRXQWUDWHVZKLFKLQIODWHVWKH
SUHVHQWYDOXHRIDVVHWVKHOGDWIDLUYDOXH-XVWDVLQILQDQFLDOPDUNHWVZKHQVKRUWWLPHKRUL]RQV
SURGXFHH[WUDSRODWLRQVRIFXUUHQWFRQGLWLRQVLQWRWKHIXWXUHOHDGLQJWRPLVSHUFHSWLRQVRIULVNVR
GXULQJWKHSRVWFRQMXQFWXUHQRQILQDQFLDOFRPSDQLHVZHUHZLOOLQJWRSD\LQFUHDVLQJDPRXQWV
IRUFRUSRUDWHDVVHWVRUUHYDOXHWKHLURZQLQWKHDQWLFLSDWLRQRIDEHQLJQIXWXUHDQGVWURQJIRUHFDVWHG
FDVKIORZV

+RZHYHUWKDWDQWLFLSDWHGIXWXUHPD\QRORQJHUPDWHULDOLVH7KHSDQGHPLFWKUHDWHQVWRLQWURGXFHD
SHUIHFWVWRUPWKHUHLVOLNHO\WREHERWKDWUDGLWLRQDOUHFHVVLRQZLWKFRPPHUFLDOORVVHVFKDUJHGWR
VKDUHKROGHUHTXLW\IXQGVEXWDOVRDQLPSDLUPHQWFULVLVDVDUDQJHRILWHPVYDOXHGXSZDUGVGXULQJ
WKHERRPDUHQRZZULWWHQGRZQDVIXWXUHFDVKIORZH[SHFWDWLRQVFROODSVH,WHPVYDOXHGLQWKLVZD\
LQFOXGHSURSHUW\XQGHUFHUWDLQFRQGLWLRQVILQDQFLDOLQVWUXPHQWVHYHQFRQWUDFWSURILWV%XWRQH
XQGHUDFNQRZOHGJHGWKUHDWFRPHVIURPJRRGZLOOLPSDLUPHQWV

*RRGZLOODULVHVZKHQDFRUSRUDWLRQDFTXLUHVDQRWKHUFRUSRUDWLRQRUEXVLQHVV,WLVWKHUHIRUHOLQNHG
WRTXHVWLRQVRIGHEWDQG0	$GLVFXVVHGDERYH,WLVYDOXHGDVWKHGLIIHUHQFHEHWZHHQWKHVXPSDLG
IRUWKHDFTXLUHGHQWLW\DQGWKHYDOXHRIWKH©LGHQWLILDEOHDVVHWVªOHVV©OLDELOLWLHVDVVXPHGªRIWKHHQWLW\
WKDWKDVEHHQDFTXLUHG,WLVVXSSRVHGWREHDPHDVXUHRIWKHDFTXLUHUªVSHUFHSWLRQRIWKHH[FHVVSURILW
HDUQLQJSRWHQWLDOZLWKLQWKHDFTXLUHGHQWLW\RYHUDQGDERYHLWVQHWDVVHWZRUWK

3ULRUWRXQGHU)$6%DQGXQGHU,QWHUQDWLRQDO)LQDQFLDO5HSRUWLQJ6WDQGDUGV,)56LW
ZDVDUHTXLUHPHQWWKDWJRRGZLOOEHDPRUWLVHGRYHUDPD[LPXPRI\HDUV7KLVYDOXDWLRQPHWKRG
FKDQJHGWRDIDLUYDOXHPHWKRGWKHPDUNHWªVEHVWHVWLPDWHRIWKHGLVFRXQWHGIXWXUHFDVKIORZVWKDW
DULVHIURPLQWDQJLEOHWKLQJVOLNHEUDQGVFRQVXPHUOR\DOW\HWF7KHDFFRXQWLQJUXOHV)$6DQG
,$6DEROLVKHGDPRUWLVDWLRQDQGLQVWHDGPDGHJRRGZLOOVXEMHFWWRDQDQQXDOLPSDLUPHQW
DVVHVVPHQWJRRGZLOOLVQRZRQO\LPSDLUHGZKHQWKHKLJKHURILWVIDLUYDOXHOHVVFRVWVRIGLVSRVDORU
YDOXHLQXVHLVGHHPHGWREHOHVVWKDQLWVFDUU\LQJYDOXH

7KHJURZWKRIJRRGZLOOGXULQJWKHSRVWSHULRGLVVLJQLILFDQWDQGKDVOHGWRPDMRUFKDQJHVLQ
WKHEDODQFHVKHHWSURILOHRIWKHQRQILQDQFLDOFRUSRUDWHVHFWRU$FFRUGLQJWRWKH+RQJ.RQJ,QVWLWXWH
RI&HUWLILHG3XEOLF$FFRXQWDQWV WKHVWRFNRIJRRGZLOORQ6	3EDODQFHVKHHWVLQFUHDVHG
EHWZHHQDQGIRU6	3(XURSHFRPSDQLHV7KHFRPELQHGYDOXHRIJRRGZLOORQWKH
EDODQFHVKHHWVRIWKRVHILUPVZDVWULOOLRQ2XURZQGDWDZKLFKGUDZVRQWKH6	3DQG
WKH(XURVWR[[VKRZVWKHXQHYHQQHVVRIWKHGLVWULEXWLRQRIJRRGZLOOZLWKDVLJQLILFDQW
PLQRULW\RIILUPVKROGLQJODUJHVWRFNVRIJRRGZLOOUHODWLYHWRWKHLUUHWDLQHGHDUQLQJVDQGVKDUHKROGHU
HTXLW\$VWDEOHVKRZVRIWKH866	3DQGRI(XURVWR[[ILUPVKDYHJRRGZLOO
DVVHWVZKLFKH[FHHGWKHLUUHWDLQHGHDUQLQJV7DEOHVKRZVWKDWRI6	3ILUPVDQGRI
(XURVWR[[ILUPVZRXOGEHFRPSOHWHO\ZLSHGRXWLQWKHHYHQWRIDODUJHJRRGZLOOLPSDLUPHQW

+.,&3$*RRGZLOO,PSURYHPHQWVWR6XEVHTXHQW$FFRXQWLQJDQGDQ8SGDWHRIWKH4XDQWLWDWLYH6WXG\

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7KHYDOXDWLRQRIJRRGZLOORQDFTXLVLWLRQLVRSHQWRVRPHFUHDWLYHDFFRXQWLQJWUHDWPHQW
0DQDJHPHQWPLJKWEHLQFHQWLYLVHGWRXQGHUHVWLPDWHWKHYDOXHRIWKHQHWDVVHWVDFTXLUHGLQRUGHUWR
UHDOLVHDODUJHUDPRXQWRIJRRGZLOOEHFDXVHWKHIRUPHUQRUPDOO\DWWUDFWVDIXWXUHGHSUHFLDWLRQ
FKDUJHZKLOVWJRRGZLOOGRHVQRW*RRGZLOOLVFDUULHGDWFRVWDQGLPSDLUPHQWLVRQO\UHTXLUHGLILWFDQ
EHVKRZQWKDWLWVKROGLQJYDOXHLVZRUWKPRUHWKDQLWV©YDOXHLQXVH¨LHWKHQHWSUHVHQWYDOXHRILWV
GLVFRXQWHGIXWXUHFDVKIORZV,PSDLUPHQWVPD\EHDYRLGHGRUDWOHDVWGHOD\HGEHFDXVHPDQDJHUVGR
H[HUFLVHVRPHGLVFUHWLRQDQGDXGLWRUMXGJHPHQWLVQRWDOZD\VDVUREXVWDVLWFRXOGEHZKLOVWWKH
DYHUDJHZHLJKWHGFRVWRIFDSLWDOFDQEHORZHUHGE\VZDSSLQJGHEWIRUHTXLW\DVGHVFULEHGDERYH
ERRVWLQJSUHVHQWDVVHVVPHQWVRIJRRGZLOOYDOXH7KLVPD\GLVFRXUDJHSUXGHQFHZKHQSULFLQJDQ
DFTXLVLWLRQ$FFRUGLQJWR%ORRPEHUJLQ6	3ILUPVSDLGDPHGLDQRIWLPHVWKHLU
(%,7'$IRUWKHLUDFTXLVLWLRQV¥DKLJKHUPXOWLSOHWKDQDWWKHSHDNRIWKHODVWFULVLV

7KHUHLVDUJXDEO\DQHYHQPRUHREOLTXHSURFHVVIRULPSDLULQJWKHKROGLQJYDOXHRIVXEVLGLDULHVRQ
WKHSDUHQWEDODQFHVKHHWZKLFKZHZLOOGLVFXVVODWHU%XWWKHVDOLHQWSRLQWRQJRRGZLOOLVWKDWLWFDQ
DOORZILUPVWRHQMR\WKHLUEHVWSRVVLEOHIXWXUHLQWKHSUHVHQWSURYLGLQJWKHDSSHDUDQFHRIVHFXULW\
ZKLFKMXVWLILHVHOHYDWHGGLVWULEXWLRQV7KHDSSHDUDQFHRIVHFXULW\FDQUHYHUVHTXLFNO\KRZHYHU5LVNV
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